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' | 1e € ¢ ENTIRE TEXTe
| 2o SUMMARY: ON FEBRUARY S, AEG BOARD MEMBER WRANGEL 4

@ | AND AEG~KANIS DIVISION HEAD KERLEN PROVIDED ECON MIN &
| AND ENERSY OFFICER JITH A RUN DOMN, ON A CONFIDENTIAL
, BASISe OF THE EFFECTS OF UeSe SANCTIONS ON THE CONSTRUC-

@ ! TION OF THE SOVIET 6AS PIFELINE ON AEGe THE FIRM BELIEVES ®
| | SANCTIONS WILL NOT PREVENT THE DELIVERY OF INITIAL GAS
f | VOLUMES TO EUROPE IN ACCORDANCE WITH THE SOVIET'S CON-

@ | TRACT. A£G JILL BE HARD KIT BY THE SANCTIONSe THE FIRN ®
|| MAY HAVE TO LAY OFF 2,000 WORKERS AND CLOSE TWO PLANTS -« ‘
; | PLANTS WHICH HAVE JUST BEEN NODERNIZED IN AN ATTEMPT T

@ | COMPETE FOR GAS TURBINE BUSINESS ON A WORLD-&IDE BASIS. ®

| THE FIRM WILL Bf SUBJECT TO NON-DELIVERY PLNALTIES FRCP
| THE SOVIETSs ANDs AT THE SAME TIME, GE MAY SEEK PAYMENT

@ | FOR THE 47 ROTOR SETS IT HAS AGREED TC SUPPLY. BECAUSE ®

| THE TERMS CF THE GE-AEG CONTRACT REGUIRE AEG TC TAKE
| CONFICENTTIAL
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DELIVERY IN THE UeSe A, TO ASSULME RESPCNSIBILITY
= XPORTINS THE ROTORSs GT CAN AND MAY CONTENC THAT ITS

h

OBLIGATIONS END WHEN THE COMPONENTS ARE AVAILABLE FOR

ONWARD SHIPMENT ON ITS LOADING DOCKe END SUMMARY.

o

3« THE AEG RELATIONSHIP WITH GEZ

UNTIL RECENTLY s GE WAS THE LARGEST SINGLE SHAREHGLOER IA

AEG WITH ABOUT 10 PERCENT OF OUTSTANDING AEG STOCKe. THE

KANIS DIVISION HAS BEEN MANUFACTURING TURBINES ULNDER &E

LICENSE FOR MORE THAN 10 YEARSe FOR EXPCRT THROUGHOUT

THE MORLDe THERE IS A GENERAL AGREEMENT BETMWEEN THE ThC

FIRMSy MOSY RECENTLY RENEWED IN 1981, PERMITTING THE

MANUFACTURE OF FRAME 5 TaC=STAGE GAS TURBINESe LNOER THIS

GENERAL AGREEMENTy THE FIRMS NEGOTIATE SUPPLY AGREEMENTS

COVERING GE ROTORSe NOZZLESs AND VANES AS AECG BICS FOR
EACH SPECIFIC CONTRACT. AEG W4AS IN CONSYANT CONTACT wITH

" BE AS IT PREPARED ITS BID FOR THE 47 FRAME S*S IT IS TC
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| SUPPLY FOR THE SOVIET-WEST EUROPE PIPELINEs EEFCRE SIENING ®

| ITS CONTRACT (A THREE~WAY AGREEMENT AMONG AEGs MANNESNAN=

| CROUSFT LOIPE, AS GENFRAL CONYRACTORs AND MACHINGIMPORT,

| THE SOVIET PARTICIPANT) IN NOVEMBERs 1981+ AEG VERIFIED ®

| THE AVAILABILITY OF GE COMPONENTSs INCLUDING THE FACT THAY

| THERE WERE NO IMPEDIMENTS TO THE EXPORT OR RE~EXPORT

| 0 THE USSR O° THE UeSe MANUFACTURED COMPONEATS. @

| % THE AEGEGE CONTRACT CCES NOT CONTAIN ANY PENALTY

CLAUSTSe ACCORDING TD OUR AEG BRIEFERS SUCH CLAUSES WERE

| NOY THOUGHT NECESSARY BECAUSE OF GE*S CLOSE COOPERATICA IN ®

| THE DEVELOPMENT OF THE REE BID AND BECAUSE OF THE LONG

| AND COOPERATIVE RELATIONSHIP BETWEEN THE FIRMSe THE AEEe

| GF CONTRACT CALLS FOR GE TO SUPPLY THE ROTOR SETS TO AEG ®

| HICH WILL BE RESPONSIBLE FOF EXPORTING THEM FROM THE LeSe

| THUSy IF GE CH0SE TGy IT COULD CLAIM CONTKACY FULFILLMENY

‘ IF THE ROTGR SETS WERE AVAILABLE FOR TRANSFER TO AEG ON ®

ITS LOADING DOCK IN SCHENECTADYs NeYe STRICT COMPLIANCE

| IS NOT DZPENDINT ON AEG*S ABILITY LEGALLY TO EXPORT THE

| ROTOR SETSe (WE WERF GIVEN NO INDICATICN AS YO HOW GE ®

' INTENDS TO TRIAT THIS CONTRACT PROVISIONs BUT AEs IS CLEARLY

| WORRIED THAT IT MIGHT HAVE TC PAY FOR CUMPONENTS WHICH 17

| SOULD NOT EXPORT INTO THE SOVIET UNION.) ®

»

| 5o AFG=-SOVIET CONTRACTS

| THE THREF-wAY CONTRACT REFLRRED TO ABOVE CONTAINS VERY ®

| STRICT PENALTY CLAUSESe ALL 47 TURBINES ARE TC BE AT THE

| DOCK FOR ONWARD SHIPMENT BY SEPTEMBERs 1983« IN ADDITICN,

| THERE ARE SPEZIFIC OCEADLINES FOR EACH SINGLE TURBINE. @

| THE FIRST GROUP OF wABOUT 12% TURBINES IS DUE FOR EXPORT

| IN AUGUST 1982 . FALLING BEHIND ON EVEN CNE DELIVERY CCLLOD

| TRIGGER SUBSTANTIAL PENALTIES. @

| 6« EUFOPEAN FRAME 5 STOCKS

| AEG HAS & ROTOR SETS IN STOCK (THESE WERE LXPORTED BEFCRE

| DECEMBER 29)¢ AEG OFFICIALS ESTIMATE THAT THE TOTAL OF o

| ROTOR SETS IN THE HANDS CF GE'S SEVERAL EUROPEAN MANUFACe

| TURING ASSOCIATES IS ABOUT 2%, THEY BELIEVE JOHN BROMKA

| HAS 69 ALTHSOM, SEVERELe AND NUOVO PIGNONE THE REMAINCER )

FDR THE PRESENTs AEG IS CONTINUING TO MANUFACTUKE THE

| =RAME 5 TURBINES USING THE 4 ROTOR SFTS IN ITS STOCKe.

| 7. AEG INTENFIONSI ®

| FR6 LAW REGQUIRES COMPLIANCE CONLY WITH COCOM RULESe UeSe

| LAWS ARE NCT ACCEPTED AS HAVING EXTRA*TEFRIT(RIAL APPLI-

| CONFIDENTIAL ®

|
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| CABILITY. NONETHELESSs AEG APPEARS TC HAVE MNC INTENTICN
| OF ATTEMPTING YO FVADE THE CURFENTY UeSe FESTRICYIONS.
UHILE IF THIS WAS THE FIRM'S INTENTIONy THEY WOULD HARCLY
| ADMIT IT TO THE UeSe GOVERNMENT, WE BELIEVE SEVERAL FACTORS
, MAKE IT UNLIKEZLY THAT AEG MILL SEEK TO EXPORT THE FOUR
' ROTOR SETS NOW IN THEIR PCSSESSION.
| 1) AEGes NOT GEs WAS THE EXPORTER OF THE ROTCR SETS IN
[ QUESTIONe THIS MAKES THE FIRM DIRECTLY LIABLE FOR THEILR
| ONMARD SHIPMENT;
i 2) AEG DCES CONSIDERABLE BUSINESS IN THE UeSes AND WCLLD
|
|
|
|
!
|
|
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|

NOT RISK ITS DPERATICNS FOR THE SALE OF 4 TURBINESe (SELL™
IN5 4 TURBINES WOULD NOT HELP VIS-A=-VIS THt SOVIETSe THE
PENALTY CLAUSZS DESCRIBED ABOVE WOULD STILL CPERATE TO

; THE FIRM?S DETRIMENT); AND
3) A LARGE PORTION #OF AEG'S BUSINESS IS WITF THE GERMAN
GOVERNMENT AND THE FIRM IS UNLIKELY TO JYPORCIZE ITS
POSITION ON DIFENSE CONTRACTS BY VIOLATING GUVERNMENT
WISHES.

Be AEG'S FINANCIAL SITUATION:

» AS A COMPANYs AEGTLLFEFUNKEN IS NOT IN GOGC HEZ2LTHe UNCER
THE PREVICUS BOARD CHAIRMAN, IT HAD BEEN DECIDED TQ CLGSE
THE KANIS DIVISION?S TWO GAS TURBINE FACTYCRIES IN ESSENM
BECAUSE TYHERE DID NOT SEEM YC BE SUFFICIENT CEMAND TO
JUSTIFY THI MIDERNIZATION RLGUIRED TO REMEIN COMPETITIVE.
THE CURRENT BOARD CHAIRMANy DORe DURRy REVERSED HIS PREe
DECESSOR#S DECISIONe AND THE FIRM HAS INVESTED OGVER D¥
100 MILLION IN THE KANIE PLANTSe DURR SCUGHT TC EXPANC
KANIS* MARKETING EFFORTS AND TO MAKE THE OIVISICN COMPETI-
TIVE ON A WORLD+WIDE BASIS. THE FIRM CCMPETED FOR THE
CONTRACT FOR THE SOVIET GAS PIPELINE BOTH IN ANTICIPATICN
OF FUTURE SOVIEY BUSINESS (FCE THE SECOND STRAND OF THE
JEST TUROPIAN LINE AND FOR OTHER SOVIET PROJECTS) AND T(
PROVIDE WORK UNTIL SUCH TIME AS THE PEVITALIZED MARKETING
EFFORT PRODUCID ADDITIONAL CONTRACTS IN NEWw MARKETS.

KANIS EMPLOYS ABOUT 24000 ACEKERS IN THE ESSEN AREA, AN
AEG HAS TCLOD US THAT NO ALTERNATIVE EMPLOYMENT EXISTS
MITHIN THE FIRMy IF THE DIVISION FOLDSe IN ADDITIONs AEG
ESTIMATES THAT MORE THAMN A THOUSAND GTHER JOBSe IN FIRMS
JHICH ARE SUB-CONTRACTORS TC KANISy WOULD BE LOST IF ThE
PUANTS ARL SHUT DOWNe UNEMPLOYMENT IN THL ESSEN AREA
EXCEEDS THE NATIONAL AVERAGE OF B.2 PERCENTY AND IS ESTINATED
BY THZ LAND GIVERNMENT TO BE ABOUT 9.1 PERCEANTe WITH
239200 PERSONS REGISYERED AS UNEMPLOYED.

9e CAPASILITIES OF ALTHSCMeATLANTIQUE (i=R)2

AEG HAS TOLD US THAT WHILE A« A HAS MANUFACTURED GAS TURw
BINES UNDER LICENSE IN OTHER SIZESe THEY HAVE NEVEF PR«
DUCED A FRAME 5y ALTHOUGE THEY HOLD THE MNECESSARY LICEAMSES

"TO MAKE THE ENTIRE TURBINEs INCLUDING THL RUTCR SETe A=A
ACCEPTED AN ORDER FRCM THE SCVIETS TO PRODUCE 40 REPLACEw
MENT ROTOR SETS TO BE USED AS SPARES FOCR THE PIPELINE
AND IS IN THE PROCESE OF OBYAINING THE NEEDED FACTORY
SPACE AND FQUIPMINTe ACCORCING TO AEGe ¥HICH IS IN CLCSE
CONTACT WITH ALL THE OTHER GE LICENCEES IN EURCPEs A=A
dILL 3FE HARD PRESSED 7O MEET ITS 1984 DELIVERY DATE FOR
THE REPLACEMENTY ROTOFR SETSe EVEN WITH UNLIMITED INVESTMENT,
AEG BELIEVES IT WILL BE IMPOSSIBLE FOR A=& TC PRODUCE ALL
0F THE REQUIRED ROTOR SETS HITHIN ANY REASCHABLE TIME
TRAME., THERE IS NO POSSIBILITY OF DOING SU IN TIME TC
A¥OID THE PENALTY CLAUSES IN THE AEG-SCVIEY CONTRACT.

CONFIDENTTIAL
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| 10e SOVIET TURBINE PR?&CTION CAPABILITIESS ’
AEG TELLS US THAT THE SOVIETS MAKE A SERVICEABLE 10 MEGAs
WATT (Mu) TURBINEs, AND THAT IT IS POSSIBLE TC BUILD THE
PIPELINE FOR LIMITED DELIVERIES OF GAS USING THESE TUREINES.
THE SOVIETS ALSC HAVE A PROTOTYPE OF A 25 MW TUREINE SIMIw
LAR TO THE FRAME 5. THIS IS STILL IN THE DEVELOPMENT
STAGEs BUT COULD APPARENTLY BE READY TO GO INTQ SERVICE
BEFORE THE PHASED GAS DELIVERY CONTRACTS REGQUIRE THE
DELIVERY OF VOLUMES WHICH EXCEED THE SUM CF EXCESS CAFAw
CITY IN THE PRESENT LINES FRCM EAST TC WEST AND A NEW
LINE RUN WITH 10 MW TURBINES. THE SUVIETS REFORTEOLY #RE
ALREADY DISCUSSING THE PRGDUCTION OF THEIF 25 MW TURBINE

IN EUROPE UNDER LICENSEe SUCH A DEVELOPMENTs IN AEG'S
VIEWs #OULD NIT ONLY CUT OUT EUROPEAN PARTICIPATION IN THE
PRESENT PIPELINEs BUT WOULD ALSG MAKE THE SOVIETS FAR

MORE LIKELY THAN HEFETOFOFE TC DEVELOP THEIR OWN 3AS
PRODUCTION EQUIPMENT CAPABILITYs SUCCESSFUL DOPESTIC FROs
DUCTION 4OULD ALSD ALLOW THE SOVIETS TO COMPETE ON A WCRLOD®
WIDE BASIS.

"11. SOVIET ATTITUDES TOWARD THE SANCTIONS:

| AEG BELIEVES THAT THE SOVIETS HAVE TAKEN A "WAIT AND SEE®

| ATTITUDE UP TD NOWe THEY HAVE BEEN EXPLORING THE FOSSI-

| BILITY OF INCREASING DELIVERIES THROUGH THE EXISTING

| PIPELINE.(AEG BELIEVES THAT SUFFICIENT SPARE CAPACITY

| EXISTS TO ENAJLE THE SOVIETS TO DELIVER AT LEAST THE

| FIRST PHASE OF ABOUT ONE-THIRD OF TOTAL CUNTRACTED VOLLKE
ON SCHEDULE WITH NO GREAT DIFFICULTYs) IN EARLY FEBRUARY,
| THE SOVIETS HELD A MEETING WITH THEIK GENERAL CONTRACTCR

| MANNESMAN-CROUSET»LOIREs TO ENQUIRE ABOUT THE EFFECT CF

| THE SANCTIONS. KERLEN TOLO US THAT AEG DID AOT ATTEND

| THE SESSIONs 3UT WAS BRIEFED ON THE OUTCOME. THE SOVIETS

| APPEAR TO BE BEGINNING TO PLY PRESSURE ON THE GENERAL

| CONTRACTORs WAICH IN TURN IS EXPECTED TC PRESSURE ITS
SUPPLIERSe IN AEG®S CASEs THE SITUATION IS MADE EVEN FCRE
| COMPLICATED BZCAUSE THEY ARE KESPONSIBLE FOR THE EXPORT

| OF GE ROTORS FROM THE Ue.Se AND HAVE NO ONE TG APPLY PRESSURE
| TO IN TURNe APPARENTLYy THE SOVIETS HAVE THE FLEXIBILITY

| TO HOLD OFF OECLARING SUPPLIERS IN DEFAULT AT THEIR OF1ION.
| 12. COMMENT: AEG IS CAUGHT IN THE MIDDLE. THE FIRM

| NEGOTIATED OPINLY WITH GE BASED ON A LONE ANL MUTUALLY
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BENEFICIAL RELATIONSHIP. IT LANDED AN ORDER WHICH IT
BAOLY NELDED BY COMPETING ON PRICE AND ON DELIVERY TIMES
(CRITICAL BECAUSE OF THE DIFFICULTIES OF MOUVING LARGE
EQUIPMENT ACROSS THAWING TUNDKAD)e 1T HAS ALMWAYS TAKEN
DELIVERIES OF ITS ROTORS FROM GE ON THE LUADING DOCK AN
AAS HAD NO PROBLEM WITH EXPORTING THESE COMPCNEANTS IN
THE PASTe. ALL CONTRACTS &ERE SIGNED BEFORE THE IMPOSITION
OF SANCTIOOS AND IN FULL COMPLIANCE W#ITH ALL EXISTING
REGULATIONSe THE FIRM FEARS THAT GE MAY SEEK PAYMENT FCR
COMPONENTS WHICH IT CANNGT USE AT THE SAME TIME THE SOVIETS
TRIGGER THE PENALTY CLAUSES FUR NON-RECEIPT CF THEIR TULR=
BINESe AEG BILIEVES THE EMBARGGC WILL NOT PRENENY THE
SOVIETS FROM DELIVERING GAS TO THEIR EUROPEAN CUSTOMERS
ON TIME. IN ADDITIONs THE SCVIETS MAY PUSSIEBLY DEVELCF
| TURBINE TECHNOLOGY THEMSELVES THEREBY REDUCING THEIR
FUTURE DIMAND FR WESTERM GAS TUKBINES. FINALLY, AES
BELIFVES ITS BUSINESS WILL SUFFER IN CTHER GECGRAPHIC
ARFAS WHICH ARE VITAL TO THY FIRM#S SURVIVAL BECAUSEs AS
A GE MANUFACTURING ASSOCIATE « THE FIRM REMAINS DEFENODENT
CONFIDENTTIAL
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ON Ue3e PRODUCED PARTS., THE FIRM HAS NGO ANSWER TO CUSTCs
MERSy Fe3e OPEC COUNTRIESy wHO ASK IF THY UeSe IF LIKELY
TO BAN SHIPMENTS OF ROTOR SETS IN THE FUTUREs WITH OR
WITHOUT A SIGNED CONTRACT BETWEEN AEG AND GE« END COMMENT.
BURNS
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